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Th,' Merger of MCI Communications Corporal-iun and British Tclt"t:um PLC

I ('Jll'ios(' a sublllission with regard to thc mar,f.('r of thc pl'lJposl.'d lJlerger uf Mel ;lIld
In, Oil hclwlf of Dllt~rgis Cummunications Limilt.'d,

1. Introdut:lion to Energi!ll

1.1 UI1('t'~is,.:J lcarling playcr in UK business CUllIlIllmkatiol1!i ha~ bUill all exlt'llsivc
sYlldlWJlOIIS Digit.:Jl Hieral'l."hy (SDIl) nC'lwurk in t.lll· UK A wlllJlly ownt'd
IJIClllhl'r of 'rht'~ Natiunal Grid Group pit.' (NG(;), HIll'rgis has huill ilS llaljtlll,ll
llt.'twork lhl'ougllOlit nnglaud anet Walcs, by installing -"1, I OOkl1l 01 fike oJlIit'
(ablt~ alt>llg 1[1t~ Nutitmal Grid's ekclridry transmission Inl'rasLl"IIClllrc:,

1,2 A\ Sl'ptl'llllwl' 1Y96, National Grid's total illVt~STlnClll ill [!Ilt:tgis i:l11l01l1ltcd Iu
SUIIlt.' $.'iOOm, Ellergi.~ has deveh.1pni a full pO(lfulio of v;~ltll, <Ideit'd, katurt' 1it'11
servin's, wlti<.:h incluclt: illllovat.ive tdephony sl'fvict',~, ATM C:lI1d fl'dllll' rt'lay
servin's for dara trausmission, tailored t"rl~l'phOlH' p<Kk<tgt's <lllri l'ilnl sl'l'vin's,
We' ilrl' l'UITt'nt'ly ruuLing over 3m calls pt.·r dDy I)/) tht:: Jletwnrk.

2. Tht" U[{ I)omestic and International Telccommunication~Mark~l

LI Tht' pI'tJl·I.'SS uf deregllldliun of the telecomlllunications iJldllslry, bcgan h;llk in
19~'1 with lltl' Tele('OHUJlS Act, Cllo/cning up l'ulllpetitioll \0 a sl'(oJld pl<1yt'l,
Ml"rClIry C01l11111Hlil'i:1liuns. Twdvc years lall:r, Hritish Tt'I('('ollllllllllkalit.II1S
(BT) is still the dllllliJlillH playl'r with 92% of resiclcnLinl lillt's and a similar
proportion oJ husilless Ihl(~S, In the bllsiness market, BT still eujoys ,1WIIIHi

9()O!., or \lIl'a I <':illl r~V(,llllCS, 70% natiunal call n'v~Il\lCS <Jlld a rllllllli ~)yy., uf

(-'l{cha IIgl' Ii Ill' ten lals.' Not(' I

2.2 III tht, illtl..'matiollall'oll arena BT's sharl~ srands ,HVl!lld 'j'jty', or busilwss c:.111
reVt'llUl'S, with arvlllld a 25"/" share takclI by Ml'['ClIlY For till: rt'sidt:llliLlI
11\t1l'kl'l, howev(~{', f3T daims lIver 80% of internaliollal rt.:Vt:nlll', with Mnl.'lIry
ollly dailllillg a 10% share. OVt.~rall, around 66'1'., oJ ,111 Olll~l)illg iI11t'ITlitlil..1I1i.ll
II1ill1l1t'S frolll the UK are gel1crah:~d hy BT cllstonwrs .• NOI" I

• N",,' I: '0",,,.,\,: 011,,1 Malkel IlIfdrnl.llillll 1.I1'c1ill('. Onnl>l'r 1'./')(,
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1. ~ HT has (orrcspundcm relationships with all of lbe slgnit'i<.:<Int lJul.llic Tdc:grapll
unci Tdl'l'Umnllmications companies (PTTs) ill the wurld. }k<uillK in JIIilld 111l'
Illajurity of thl'S~ M'1's arc monopolies in their own IlHlI'kds it i'i difl'kulf
~anklllal'lywhile lht:, current accounting rate system nplTal(~s I'ur new
illlcrnatiulllli fadlily operalors to establish like correspundenl rdalilll1ships i:lS
tht~ overseas party has 110 nl~ed of a new relatiollship (thcy nUL Sl'lHI alld rec'civc'
Iraffk Viol a singh,: relationship) and view altcwative (orrespc.llldt'llts ;is simply
raising their ovcrheac1 costs,

2,4 BT alsu Ililve oWllership in the maJority of inll'fllBriollo1ll'ahles lalldillg ill llll'
UI<. and control the landing and restoration plans of thuse cahks, This gives
1IIc.:111 all dkc:.'liv~ dOluinallce in the backhaul markl'l (pwvisiull or
11',H1~lJlissi()1l ('J.J.ladty from cable landin~ $lation to nalional switching staliolls),

3. Impact. of BT I Mel Mcrger

), 1 DlH~rgis believ(~s tlIe newly lllerged ('umpany will do llulhil1~ 10 en!lal)l'l' or
~'n(oura~(~ (olUpetitioll in the UK, We believe thl' lIu.:'Tgcr is lIlore likely 10
I.'llhillKe lhe dOlninalll posit.ion of aT in the UK, impacting llot only till

cmer~ing ~layers, currently investing heavily in illfraSlTlIc.:lllre and servin'
devl'\upllIcnt., bUI also on the newly licensed international tadlitic..'s llpnalOrs ill
llll' UK (Ihe J)("'piHtment of Trade and Industry (DTl) lic.:t:'IlWd 49 Ilt:W

ill I ('I'lI.:J!iollal olJl'rators in December 1996),

Ll []II<.'rgis also belkvc~s BT I Mel will havt.' the capability to bc..'lIefil fcolll til<' gap
in regulalion crcall:d by haVing substantial a('tiviti~s in two 'iq>arate and
diHlTc..'nt regulatury systems, This may provide the opport.uuity to ('xploit till"
difkr<..'llce hdWe::ell the policies in each regulatory aft:a and dt.'ve/op pricing
"I [W:tll n's Iu uffer hu n(Hed packages to C\.lSLOllll~l'S uff~rc.~d ill tllt' US .Iud (':11 roPl~

lhilt callJlut be m<'Jlc:hed by competitors largely c.:overerl hy Olll~ I'q;lIlatm_

4. F.nergis Proposals For Safeguards against BT I Mel Merger Threats

4.1 Equal ACl.~ess

'1, I ,I I'illl'rgis bdieve::s that in urder to combat the thn"at of thl' lIl'wly IlIl'rged
BT I Mel operation. lht:' UK market llccds w be: openl"~d lip further LO

competitioIl, and that this development nc(~ds lo h(' fast. Till'
llltroduc!iull \)f Equal Access, (dcfilleci as carrier dluil:e ful' c.:OIlSlIllllTS I'm
a full ran~(~ or products and s('fvic~s, regarc1l~ss uf wlJiC'h l'anic'" providl's
t lit., physil'al Bn'(~sS link, where thae is no dda 11 II "hoke,) 11<Is proVe'll Ic)
be a sUl'c.:essflll lllcthoet of encouraging (ompetitioll ilnd t.1ll' rilpid build lip

of c()mp~titiv(~market shares, in a llllmlwr of lllarkets, including the us.
llqual access wUllld alluw ('ompanies tu achi(~vt., quickly t1lt> Cl'itil'.:d llIdss

required W l:ompew successfully a~aillst th~ Ilc..'w HT I MeL orJ~':IlJisafioll.

<1.1.2 ElIt:'r~is also hdic'ves that in ord(~r to he able to hl' l:Olnpt'litivc, Wl' IIlllSI
ofh~r a raIlgt~ of internation~lscrvice'i as all hlT.(~nlfl[iollilloper'Hor.

4,1 ..\ III urder to fund and establish il hlll·sc.:<Jle inlerllati!)l),'11 opt~roHiull. l\1Il.'l'gis
n~quires Sigllificanl ('('onomies of scale. It is estimall"ll that to establish
(hl' hasic SWitching capability and illternaliollal «lpildly [or a lIlil\iJlllIlI1

h~veJ of inll'rnaliOllt:l1 cOll1ll::divity, au invl~sIUle::llt Icvd or $ I Ow is
l'~qllirec1. There is also a l'cquireml'Ilt to gl~llt.'fEIte a minimum 111111111(,'1" of
inlt'matiollal minutl's in order to eSlablish ('ocrespolltklll' relationships,
k('y in rt~dul'illg costs sl1ffici~ntly {.o c.:over inll'rtIatlonal illVC'SlllIClll,

oppurtunity costs ('tc.\ We have aJr(:ady di'ictlSsed tIll' n:.'Jucl"llll'(! Df
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IlIunopoly PTl's in establishing cOrr~splllldentrdaliomhips OWl' alld
ahove the existing relationship with BT. It is prderflbll.' to !-tl'Ul.'r<.JfC· SlIdl

minutes from une's own network, rather than Iransitillg mil\\Ih:s ("roll\
rht:· Carrier market which carries th(.~ risk of bciIlg I\IlSllstaill.~bll'.

4. I .11 Th(~ problt.~m is how such a volume of IlliI1UI.(;.~s <.:an h(' gt:nt~l'dl(;.'d. The
nurent position in the UK is th~ licence l'cquirellll'ul 011 BT llut to
uperate in a lln(~oIllpetit.iv(' mClllner ann \.U alJow ~llher l)r.Wr.JLOrs 10 lISl'

on defined terms thdr network infrasrrultul'e. This po!il:y, t~,,('(:pL for rlJ(..~

limited investment in canle, has meant that the majority of thl' fillal
access is still returueci oy BT with cump(~titiull at ViiriOiIS ulher kvds (Sl't"

2.1 and 2.2 abovt.'). This cuntrol uf t1w majority of the t'lld GIStol1lcrS ill

the UK cOJnhinl~d with the ability to pOlentially bunc1k sl'rvi('(~ 10
(,lISll)J[u:~rs wilh prest.~nct.' in the UK and US b(~c.\H1St: 01' (1.1111111011

oW]H,'rship provides advantages uver .,11 uther UK and US 0Jwl'i.,tors.

'I. I . '5 Ellergis bdieves that the introductiun of E4UCl1 A('l'(;.'SS to lhl: UK wuuld
assist in crearing the environment to aJJuw t'or CUlllpe .. ill~ uJwrdlurs, whu
have already made Investment in infr':\SLrucrllr~, to devt:'!op l'('UllOlllin; of
~l"ilc:.·s re'1l\irl.'d to t~slablish viable international pad....'ges,

4.2 Closing the Regulatory Ga.p

4.2. I UJllTgis beJil:ves there is a tbr~at posed by the propused mc..r~cr, nf
additional benefil falling to BT/Mel from.\ Kap in thl' r<~g\llalory l'tllltrul.
We believt' that ('(lU1pank~s reglIlaled largely by OIW rel-tUIi'1l11f lJlay bt.· at a
disadvantage ill creathl~ packages able to cumpetl' with BT/Mcrs abilily
to ~x:ploit differences in n:.·gulatory re~dlHes in the: US and (he IJK I
Europe.

4.2.2 Ullt.'rgis would Iik(~ tu see further regulatOry cuntrols ill[mdu<.:ed til dose
any potential g~p and to ensure anti-compl'titiV(~behaviour is ck<Uly
ddin(~d b~tW~~(~ll US and European regulators. We would alsLJ wish 10 S\T

agreed contl'ulmechanisll1s to ensure .mc1 enforce fair lradiug.

WithOtH these issues hc..~illg addressed in any approvals grLllllt~d w~ h(~li('Yl"

the propused llH:.-rger has the potentiallu distorr c.:frectivl· compctition ill
tht; UK and Buropr:.

If yol( rt.'quin' allY furlher information Uf wish to discuss allY (.If the iSSlll~S raisc.:d,
pl('(1Sl' do 110 llt~sitatc lu contact me on +44 171 206 5570 U-lIIi:lil
j II pWilni(r')('JJ('rgi~. cO.uk,.

Ymlrs sitH.:erely,

.10 Upward
Head of Hegulal ury Affairs, I!lH~rgis


